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SUBJECT: CURRENT MONETARY POLICY 

1. SUMMARY: CREDIT CEILINGS FOR THE SECOND QUARTER HAVE JUST 
BEEN ANNOUNCED BY BANK OF JAPAN (BOJ) UNDER ITS CONTINUING 
POLICY OF "WINDOW GUIDANCE. 1 ' FINATT ESTIMATES THAT RATE OF 
CREDIT EXPANSION WILL ACCELERATE TO A SEASONALLY ADJKDTED 
COMPOUND ANNUAL RATE OF 12.4 PERCENT IN SECOND QUARTER FROM 
RATE OF 9.3 PERCENT IN FIRST QUARTER. MONEY SUPPLY GROWTH 
HAS ALREADY PICKED UP. SENIOR BOJ OFFICIAL BELIEVES CREDIT 
DEMAND IS ALREADY EASING AS INVENTORY LEVELS ARE BEGINNING 
TO DECLINE AND THAT INCREASE IN CREDIT WILL NOT BE SO LARGE 
AS TO SUBSTANTIALLY REDUCE INTEREST RATES OVER THE SHORT TERM. 
CUT IN BOJ DISCOUNT RATE OF 0.5 PERCENT NOW GENERALLY 
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EXPECTED AFTER MID- APRIL. END SUMMARY. 
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2. BOJ NOTIFIED BIG CITY BANKS THAT THEIR TOTAL LOAN 
VOLUME CAN INCREASE Y920 BIL IN SECOND QUARTER WHICH IS 
12.7 PERCENT LARGER THAN INCREASE OF Y840 BIL PERMITTED SE 
SECOND QUARTER 1974. (FOR PREVIOUS DATA SEE TOKYO A-49, 

2/4/75). IN FIRST QUARTER CEILING PERMITTED INCREASE OF 

Y 910 BIL BUT THIS WAS ONLY 5.3 PERCENT INCREASE YEAR-OVER- 
YEAR. THUS BOJ HAS BEEN OBLIGED TO FIRMLY DISCLAIM APRIL- 
JUNE BANK LOAN CEILINGS ARE PART OF ANY EFFORT TO STIMULATE 
THE ECONOMY. BUT MORE TO PROP UP AN ECONOMY THAT IS FALTER- 
ING. 

3. FOR THREE LONG-TERM CREDIT BANKS INCREASE IN LOAN 
VOLUME SET AT Y245 BIL OR UP 2. 1 PERCENT, AND FOR SEVEN 
TRUST BANKS THE INCREASE IN Y325 BIL OR UP 4.5 PERCENT. 

SIMILAR BOJ WINDOW GUIDANCE CONTINUES TO BE APPLIED TO 

OTHER FINANCIAL INSTITUTIONS. 

4. ACCORDING TO SENIOR BOJ OFFICIAL (YOSHIO SUZUKI, ADVISOR, 
RESEARCH DEPT) PROSPECT IS THAT TOTAL LOANS OF "ALL BANKS" 

WILL BE UP 10.3 PERCENT OVER THE YEAR DURING SECOND QUARTER 
WHICH IS IDENTICAL TO PERCENTAGE IN FIRST QUARTER. HOWEVER, 
AFTER SEASONALLY ADJUSTING IMPLIED INCREASES IN LOAN VOLUME 
FINATT ESTIMATES "ALL BANK” LOANS WILL EXPAND AT COMPOUND 
ANNUAL RATE OF 12.4 PERCENT IN SECOND QUARTER COMPARED WITH 
ESTIMATED USE OF 9.3 PERCENT IN FIRST. AND 9.1 PERCENT 

IN FOURTH QUARTER 1974 (SEE TABLE BELOW). THUS LOW POINT 
OF CREDIT EXPANSION HAS ALREADY BEENN PASSED. 

5. BOJ ESTIMATES THAT GROWTH OF M2 MONEY SUPPLY HAS ALREADY 
ACCELERATED TO 15.0 PERCENT S.A. ANNUAL RATE IN FIRST 
QUARTER. THIS BIG JUMP FROM FOURTH QUARTER 1974 RATE OF 

10.4 PERCENT DUE TO : (1) LARGE INFLOW OF FOREIGN EXCHANGE 
AND (2) LARGE GOJ EXPENDITURES FINANCED OUT OF REVENUES 
BUT ALSO TRUST FUND BUREAU RECEIPTS FROM POSTAL SAVINGS 
(WHICH NOT PART OF M2). SUZUKI NOTED THAT CREDIT DEMAND 
OF SMALL AND MEDIUM SIZED BUSINESS HAS SLACKENED AND CREDITS 
AVAILABLE AT LOWER THAN MARKET RATES FROM GOJ SMALL BUSINESS 
FINANCE CORP REMAIN UNUTILIZED. 
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6. WHILE FOOREIGN FUNDS HAVE ACCOUNTED FOR NO MORE THAN 
2 - 2.25 PERCENT OF GRAND TOTAL NET SUPPLY OF INDUSTRIAL 
FUNDS, SECOND QUARTER ALLOTMENT OF IMPACT LOANS WILL BE CUT 
20 PERCENT BELOW FIRST QUARTER TO $120/MO. MOF INT-FIN. 

BUREAU EVIDENTLY SEES LESS NEED FOR FOREIGN CREDITS BECAUSE 
OF RECENT YEN STRENGTH AND WILL ALSO APPROVE FEWER OVERSEAS 
BOND ISSUES (DETAILS TO BE REPORTED SEPARATETELEGRAM.) 
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7. SOME EASING IN INTEREST RATES WAS EXPECTED BY SUZUKI 

IN THE PERIOD AHEAD BUT HE DID NOT FORESEE ANY SHARP DROP IN 
RATES DESPITE INCREASED CREDIT SUPPLIES AND LESSENING OF 
DEMAND. BOJ CONTINUES TO BE THE MAJOR SUPPLIER OF FUNDS 
TO THE MONEY MARKET WHERE RATES REMAIN AROUND 13 PERCENT. 
WITH BORROWERS WILLINGLY AGREEING TO 30 PERCENT COMPENSATING 
BALANCES (WHICH ARE ILLEGAL) ON LOANS, EFFECTIVE LOAN RATES 
ARE ALSO AROUND 13 PERCENT. BOJ HOPES THAT EFFECTIVE RATES 
WILL DROP AS A RESULT OF GREATER CREDIT AVAILABILITY. 

8. FOLLOWING ARE STATISTICS OF MONETARY AGGREGATES BASED 
ON QUARTERLY AVERAGES OF SEASONALLY ADJUSTED MONTH-END 
FIGURES, EXPRESSED AS COMPOUND ANNUL RATES OF INCREASE, 

IN PERCENT: 
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